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THE PRESIDENT HAS SEEN.

EXECUTIVE COMMITTEE MEETING

August 15, 1977

Agenda
I. Introduction Jim McIntyre
II. The Reorganization Agenda Harrison Wellford
IITI. Selected Topics Harrison Wellford

Peter Szanton
Wayne Granguist

A. EOP Implementation

B. Education

C. Defense Reorganization

D. Personnel Management

E. Advisory Committee Reduction
F. Regulatory Reform

G. Statistical Organization
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August 12, 1977

MEMORANDUM FOR: THE PRESIDENT
FROM: STU EIZENSTAT
SUBJECT: Meeting with Alan Boyd

At his meeting with you on Monday August 15 Alan Boyd wants

to discuss the administrative structure for future inter-
national air negotiations. In the attached paper Boyd criticizes
the present interagency coordination mechanisms. He recommends
centralizing responsibility for future negotiations under a
high-ranking official in DOT.

I agree with Boyd's assessment of the need for a centralized
negotiating unit headed by an official of adequate rank. DOT
may, or may not be the appropriate agency to house this unit.
Obviously this issue is related to our continuing study of
mechanisms to formulate international economic policy in
general. I would recommend further analysis of the potential
responsibilities of State, CAB, and STR in international air
negotiations, and presentation of a formal decision memo from
DOT for your review.

M & >py Made



August 9, 1977

To: The President
From: Alan S. Boyd ‘?m{v/f’

Re: Organization’fbr fnternationa] Civil Aviation Negotiations

Civil Aviation negotiations involve primarily economic issues: adequate
service to the public, reasonable fares, and viable carriers. Environ-
mental and political issues occasionally come into play.

Department of State, in its role of conducting U. S. foreign affairs, nor-
mally chairs U. S. delegations. For the past fifteen years negotiations
have been generally conducted by its Office of Aviation with support from
the Civil Aeronautics Board, Commerce Department, Department of Transpor-

tation (ten years) and occasionally Department of Defense, plus White House
staff.

The Office of Aviation is headed and staffed by relatively low ranking
Foreign Service officers. They do not have status or authority to direct
studies or analyses for development of objectives or strategy. The Office
has no analytical capability. The nominal chairman of a delegation is
often outranked by representatives of other interested agencies.

For coordination, an Interagency Committee on International Aviation Policy
exists. Chairman is U/S State for Economic Affairs. 1Its purpose is to
develop or approve negotiating objectives and strategy. Its activities are
perfunctory; its value is questionable.

The United States obtained enormous traffic rights in bilateral agreements

negotiated immediately after World War II. Until the United Kingdom termi-
nated its agreement in 1976, basic U. S. policy had been to avoid restric-

tions to the extent possible. The policy has been one of reaction.

This is no longer sufficient; the United Kingdom termination represents a
turning point. A number of nations share the U.K. view that existing agree-
ments are inequitable. United States flag carriers have been subjected to
considerable harassment by nations who have not felt strong enough to con-
front the United States as the United Kingdom did. This practice may be
expected to escalate in the future with the possibility of more terminations
of agreement.



The existing United States government structure is inadequate. The Inter-
agency Policy Group approves positions to be taken. Those positions are
developed by individual agencies on the basis of dominant personality or
doctrine related in part to how the particular agency perceives its role
in civil aviation.

The CAB International Aviation Staff is weak and parochial; it tends to
ignore political aspects of international civil aviation. The DOT Staff
has a couple of outstanding people, but no depth. State's Office of Avia-
tion has no analytical support.

A case can be made for assigning primary negotiating responsibility to any
one of these agencies. My recommendation is that DOT be assigned to the
task of handling and coordinating negotiations. DOT should develop a system
approach to international civil aviation with aims and objectives stated.

It should develop strategy for negotiations and coordinate with all inter-
ested agencies. DOT should establish a competent staff headed by an official
of sufficient stature to assure the performance of tasks by other interested
agencies.

CAB should be directed to provide statistical data and technical advice.
State Department should be represented at all stages because of political

implications, possibly through assignment of Foreign Service Officers to
DOT.

A positive approach is needed to support our civil aviation interests abroad.
It will not be done by a committee.
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THE WHITE HOUSE

WASHINGTON /
Week Ending 8/12/77
MEMORANDUM FOR THE PRESIDENT
FROM: HUGH CARTER M
SUBJECT: Weekly Mail Report (Per Your Request)
Below are statistics on Presidential and First Family:
INCOMING WEEK ENDING 8/5 WEEK ENDING 8/12
Presidential 29,300 62,120 (a)
First Lady 1,330 1,370
Amy 410 440
Other First Family 65 80
TOTAL 31,105 64,010
BACKLOG
Presidential 6,230 10,730
First Lady 330 290
Amy 0 440
Other 0 0
TOTAL 6,560 11,460

DISTRIBUTION OF PRESIDENTIAL MAIL ANALYZED

Agency Referrals 51% 56%
WH Correspondence 21% 14%
Direct File 14% 223
White House Staff 11% 6%
Other 3% 2%
TOT? 100% 100%

NOT INCLUDED ABOVE

Fo: Letters
and Post Cards 10,675 13,245

Mail Addressed to
WH Staff 16,115 14,250

(a) Includes 25,851 foreign letters from Taiwan (write-in
campaign). Will advise after review by Department of State.
cc: Senior Staff

Electrostatic Copy Made
for Preservation Purposes



MAJOR ISSUES 1IN
CURRENT PRESIDENTIAL ADULT MAIL
Week Ending 8/12/77

ISSUES PRO CON COMMENT NUMBER OF
ONLY LETTERS
Pres.'s Position re: Federal
Funds for Abortions 3423 66% 0 1,036
¢
0 0 10¢ )1

Support for Raising the Retirement
Age for Social Security

Recipients 0 97% 3% 549
Support for Amnesty for Illegal

Aliens 2% 98% 0 406
Decriminalization of Marijuana (2) 26% 74% 0 388

Establish Separate Cabinet Level

Department of Education 100% 0 0 351
Views/Suggestions re: Energy (3) 0 0 100% 272
Pres.'s Position re: Israel

Returning Land Won In '67 War 18% 80% 2% 232
Support for Gun Control-HR 8128 1% 99% 0 187
Pres.'s Proposal re: Welfare

Reform (4) 48% 26% 26% 165
Support for U.S. Retention of

of Panama Canal (5) 87% 13% 0 150

TOTAL 4,327

(See Notes Attached)



NOTES TO MAJOR ISSUE TALLY

(1) SUGGESTIONS FOR THE TAX REFORM PACKAGE

Out of 591 letters, 256 writers urge retention of
capital gains taxesgs. The letters are written by
people associated with timber growing and harvesting.

(2) DECRIMINALIZATION OF MARIJUANA

The "con" mail (74%) is in part from people who have
confused decriminalization with legalization, and
from others who contend the decision is morally wrong.

(3) VIEWS AND SUGGESTIONS REGARDING ENERGY

Frequent points include:
e people do not believe there is a crisis

® people try to conserve, but their only reward
is higher utility rates

® gas tax would hurt poor and rural residents

e do not tax gas, ration it

e if there is gas tax, money should go for
research and development of energy sources,
not mass transit

e stores should close on Sundays

® government should curtail misuse of energy
(e.g., government cars wait for passengers

with engines and air conditioning running)

(4) PRESIDENT'S PROPOSAL REGARDING WELFARE REFORM

Of the "pro" (48%), many are enthusiastic about work
incentives in the plan and say reform is long overdue.

Of the "con" (26%) and "comment" (26%), there are those
who say they want a more specific explanation of the
plan, and some who claim the proposal would not save the
taxpayers any money.

(5) SUPPORT FOR U.S. RETENTION OF THE PANAMA CANAL

The 150 letters received on this subject represent
initial reaction, since announcement of the treaties
was made midweek.
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THE WHITE HOUSE
WASHINGTON

Mr. President:

No comment from CEA. (This
memo was revised to incorporate
comments from OMB and CEA on

an earlier draft.)

Rick
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MEMORANDUM FOR: THE PRESIDENT

FROM: STU EIZENSTAT S‘I\A-
BOB GINSBURG

SUBJECT: The Trade Deficit

(At Your Request)

This memorandum summarizes the accompanying papers on the
trade deficit prepared by Treasury and Commerce.

DIMENSIONS OF ™% TRADE DEFICIT

1. Size. The trade deficit is expected to be about §$27
billion in 1977, an $18 billion deterioration from the $9
billion deficit for 1976. Imports are projected at approxi-
mately $149 billion, with oil accounting for 30% of the
total, and exports at $122 billion.

2. Trade Account and Current Account. The current account
balance includes the merchandise, agricultural products,

and raw materials of the trade account as well as "invisible"
items such as tourism, freight and transportation, investment
income, and unilateral transfer payments; it measures a
country's net balance in international transactions in goods,
services, investment income, and transfer payments. Invisibles
are projected to be in surplus by about $11 1/2 billion in 1977
($8 billion in 1976). Accordingly, the current account should
be in defi-** by about §$15 1/2 billion ($27 billion trade
deficit le 11 1/2 billion invisibles surplus) in 1977 ($1
billion de___._t in 1976).

Although less inclusive, the trade account is often given
greater popular and political attention than the current
account because in measuring the export and import of tangible
products it is viewed by some as a better guide to the net
impact of international trade on U.S. jobs. (That view is
somewhat overdrawn because: (i) there is considerable labor
content in such invisible items as tourism, freight, and
bankir and insui nce services; (ii) there is relatively limited
labor content in U.S. agricultural products, which account for
roughly 20% of our exports; and (iii) about 50% of our imports
are themselves necessary inputs for the production of goods in
the U.S.)



3. Geographical Distribution. All the projected 1977 trade
deficit can be accounted tor by deficits the U.s. will be
running with OPEC countries. The U.S. will be in rough

balance with the non-OPEC world as a whole. However, the
deterioration in the U.S. trade balance between 1976 and 1977
is accounted for partly by a deficit in our trade balance

with Mexico and Brazil, our fourth and tenth largest.export
markets (we normally run surpluses with these countries bgt_
they are currently embarked on domestic stabilization policies),
and a somewhat larger than usual deficit with Hong Kong, Korea,
Taiwan, Japan and Canada (we normally run trade deficits with
all these countries).

4. Product Distribution. The U.S. will run a $40 billion
deficit (%45 billion in imports, $5 billion in exports) in
fuels (oil, gas, coal, nuclear fuel) in 1977 ($32 billion
deficit in 1976) and a surplus of approximately $13 billion

in all other products. In assessing the $18 billion deteriora-
tion in our trade account between 1976 and 1977 on a product

by product basis, the $8 billion increase in fuels accounts for
over 40% of the total and a decline in our surplus in manu-
factured goods from about $19 billion in 1976 to $13 billion in
1977 accounts for another 1/3.

5. Lag in Exports. While imports were up 26% in 1976 and are
expected to increase by another 20% this year, exports increased
only 7% in 1976 and are expected to increase only about 6% in
1977. Since these changes include price increases, the real
volume of U.S. exports will be essentially flat for 1976 and
1977. Treasury attributes the imbalance between imports and
exports basically to the oil situation and slower rates of
economic growth abroad than in the U.S. Commerce is concerned
that the lag in exports may also reflect some decline in inter-
national competitiveness of U.S. goods.

6. Prospects for the Future. The 1978 trade deficit is
expected to be as large or larger than that for 1977. Al-
though long-term projections must be considered with caution,

Commerce expects a substantial trade imbalance to continue at
least through 1980.

CAUSES OF THE TRADE DEFICIT

1. 0il. Fuel imports, up almost $17 billion since 1975,

are the most important factor in the trade deficit. The oil
export revenues of the OPEC countries as a group are so huge
that, even with large percentage increases in imports, they

are running current account surpluses in the range of $40-$45
billion.
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In a global context in which the oil-importing countries as a
group must run deficits to absorb the $40-$45 billion OPEC
surplus, the U.S. movement from current account surplus in
1975 to rough balance in 1976 to a $15 1/2 billion deficit

in 1977 has been "appropriate" -- without that movement, the
financially weaker countries (both developed and LDCs) might
be running unsustainable deficits which could be handled

only by sharp and destabilizing changes in their domestic
economic policies. However, of the financially stronger
countries (U.S., Japan, West Germany, Switzerland, and The
Netherlands), only the U.S. is doing its part in assisting
adjustment to the international consequences of the OPEC
surplus. (To be sure, some of our "strong" allies might argue
that we are not doing our part where it counts most -- cutting
back substantially on imported oil.)

The slow growth and current account surpluses in West Germany,
Switzerland, and The Netherlands are particularly damaging to
the "weak" countries of Scandinavia, France, the U.K., and
Southern Europe. Only expanding markets in all the strong
countries will allow the world economy to achieve a steady,
sustainable growth path.

2., Favorable Economic Growth in the U.S. and Slow Growth
Abroad. More than 1/2 of the $18 billion deterioration in our
trade balance between 1976 and 1977 is accounted for by non-
0il trade (e.g., the $6 billion decline in our surplus in
manufactured goods). This is a function primarily of the
relatively strong U.S. economic recovery, which has led to
substantial increases in imports, and relatively slow growth
abroad, which has constrained our exports.

The impact of differential growth rates on our trade balance
is heightened by the fact that U.S. imports respond more

sharply to changes in U.S. income than our exports respond to
changes in foreign income, i.e., a 1% increase in U.S. income

will lead to a 1.5 - 2.0% increase in our imports while a 1%
increase in foreign income will only lead to a 1.0 - 1.5%
increase in U.S. exports. (This is because (i) the U.S. imports

a large amount of consumer goods, which are more heavily
dependent upon changes in income than the agricultural products
and capital goods which we export and (ii) imports constitute a
smaller share of our consumption pattern than they do for our
trading partners and, accordingly, are more flexible upward.)

It is not only West Germany and Japan that are growing slowly

but virtually all of Europe and a number of non-oil LDCs. Some

of the "weak" countries of Europe and the non-oil LDCs are embarked
on domestic stabilization policies to reduce their debt and get
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their economies in balance and also have to pay an increasing
part of their foreign exchange for oil. U.S. exports to non-
0il LDCs, even in inflated dollars, have been virtually flat
for the past two years.

3. U.S. Competitiveness. Any judgments about changes in
competitiveness over relatively short time periods must be
inherently conjectural because the conclusions reached will
depend crucially on the base period chosen. Commerce points
out that the export prices of U.S. manufactured goods increased
relative to those of our trading partners during the period
between mid-1974 and early 1976. With a 1-2 year normal lag
in the impact of changes in relative prices on manufacturing
exports, this "decline" in "competitiveness" may presently be
having some adverse effect on manufacturing exports and may
continue to do so for the next year or so.

However, Treasury points out that since early 1976 U.S.
inflation has been lower than the average inflation rates
experienced by our major trading partners and, therefore,
in terms of relative prices the U.S. has probably made some
small gains in "competitiveness" recently. Commerce also
notes that most foreign governments do considerably more to
promote and even subsidize exports than does the U.S.

The U.S. share of world manufacturing exports was 20.3% in
1976, down from 21.2% in the cyclically high year of 1975 but
up from the 19.1% historic low point of 1972.

IMPLICATIONS OF THE TRADE DEFICIT

1. Economic Implications. Lagging exports have an obvious
adverse effect on economic growth, jobs, and Federal tax
revenues. To the extent that the sharp increase in imports
(at a time when U.S. unemployment and excess capacity are high)
is due to unfair competition from abroad, U.S. industry is
being hurt and domestic production impaired. Beyond these
truisms, there is general agreement that it is appropriate
international economic policy for the U.S. to be running a
current account deficit at this time. The questions relate

to the causes, size, and persistence of the deficit and our
ability to sustain it over time, if necessary, without adverse
economic or political fallout.

Commerce believes that "persistent, excessive" U.S. trade
deficits would tend to create uncertainty and instability

in the world and U.S. economies, with attendant political
risks.









(b)

7

The IMF will meet in Washington in late September.
All of the leading finance ministers, private
bankers, etc. will be here. Normally the President
makes brief, non-substantive welcoming remarks.

You might use the occasion for a major substantive
speech on international economic policy, describing
the contribution the U.S. has made to world economic
stability in the past few years and indicating that
it is time for more equitable sharing of the burden
of the oil deficit by all the strong economies.

The speech could have the positive international
consequences of (i) putting all nations squarely

on notice that the U.S. should not be expected to
absorb the o0il deficit alone and (ii) actually
galvanizing our strong allies to adopt more equitable
economic policies. It could also have the major
domestic benefits of educating the American people

and getting out in front in a leadership role on
this issue.
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U.S. FOREIGN TRADE
IN 1977

U.S. DEPARTMENT OF COMMERCE
Domestic and International Business
Administration

JULY, 1977
























1977 TRADE BALANCE DECLINES IN ALL MAJOR

PRODUCT CATEGORIES . . .
($ BILLIONS)

[ )e16 770 1977
TOTAL -$17-6W DOLLAR FIGURES SHOWN
o INDICATE CHANGES IN
TRADE BALANCES,

1976-1977

Fo0Ds,FeDs & s
PETROLEUM & 89,1
PRODUCTS '//////////////////////////////////7/

OTHER INDUSTRIAL
SUPPLIES & MATERIALS

CAPITAL GOODS |_$1.9
T T P S !
AUTOMOTIVE PRODUCT $0.3
CONSUMER GOODS $2.6 !
OTHER GOODS
. +$1.4

l l I | I | l

J s

-40 -30 -20 -10 0 10 20 30
DEFICIT SURPLUS

® OVER ONE HALF OF DETERIORATION IN PETROLEUM; BUT LOSS IN OTHER
PRODUCTS ALSO SIGNIFICANT

® FASTEST IMPORT GROWTH IN FOODS, FEEDS & BEVERAGES(44%) AND
PETROLEUM(48%)

® SLOW EXPORT GROWTH (3%) IN IMPORTANT CAPITAL GOODS CATEGORY
(JAN-MAY 1977 VS. JAN-MAY 1976)

*1977 DATA BASED ON JAN-MAY SEASONALLY ADJUSTED AT ANNUAL RATES















PERCENT

U.S. EXPORT PRICE COMPETITIVENESS
IN MANUFACTURES DETERIORATING

° — ]
PERCENT CHANGE IN U.S.
MFG. EXPORT PRICES RELATIVE
TO MAJOR COMPETITORS.
U.S. AND FOREIGN PRICES
5 | BASED ON 1970 = 100
10 + SMITHSONIAN /
RE-ALIGNMENT ’
-15
SECOND DOLLAR
DEVALUATION
-20 | ! { | ! 1
1970 1971 1972 1973 1974 1975 1976 1977

e U.S. EXPORT PRICES FOR MANUFACTURES BEGIN RISING MORE RAPIDLY
THAN FOREIGN MANUFACTURES PRICES IN 1975

e MUCH OF THE PRICE COMPETIVENESS GAINED FROM FEBRUARY 1973

DEVALUATION LOST
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Date: August 5, 1977 MEMORANDUM
FOR ACTION: FOR INFORMATION:
The Vice President
Hamilton Jord ¢
Jack Watson: Jozmlpssvlelfr an /4
Charlie Schultze - w'd consp? y _
v Bert Lance
Z, Brzez1nsk1 :
Sﬂ—/ﬁw

FROM: Rick Hutcheson, Staff Secretary | cid LIS

SUBJECT: olfee Lo 600

Stu Eizenstat/Bob Ginsburg memo 8/4/77
Re: The Trade Deficit (At President's Request)

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

T|ME: NOON
DAY: MONDAY
DATE: AUGUST §

ACTION REQUESTED:
X__ Your comments
Other:

6 v
STAFF RESPONSE: |0

_. bl concur. __ No comment. ‘
Please note other comments below:

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the required
material, please telephone the Staff Secretary immediately. {Telephone, 7052)







MEMORANDUM P
OF CALL

TO:

[[] you WERE CALLED BY-— (] vou were VISITED BY—

OF (Crganization)

[ PLEASE cALL > PHONE v
] WILL CALL AGAIN (] 1s WAITING TG SEE YOU
[T} RETURNED YOUR CALL [} WISHES AN APPOINTIMENT

MESSAGE

Dol d hos N
Crovwnve— o T
tcﬂJ(M

RECEIVE! Y DATE FINE
STANDARD FORM 63 GPO * 1360—043—16—80341-1 332~380 §5-108

REVISED AUGUST 1957
GSA FPMR (41 CFR) 101-11.8



THE WHITE HOUSE
WASHINGTON

RICK:

As a result of conversations with
CEA and as a result of Randy Jayne's
memo, we have revised the Trade
Deficit memo to accommodate their
desires.

Stu Eizenstat

12 Aug 77
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET

WASHINGTON, D.C. 20503

August 8, 1977

MEMORANDUM FOR; RICK HUTCHESON
Staff Secretary

FROM: Randy Jayne

SUBJECT: The Trade Deficit

Stu's memorandum on the trade balance issue is a good one, and
correctly emphasizes that some actions taken now may have their
impact two or three years hence when they may not be needed. Two
important factors not dealt with by Stu's memo, and which bear
directly on the trade balance, are;

-- the current regime of floating exchange rates which should
correct any competitive imbalances which may exist; and,

-- the role of capital flows which, barring active U,S. exchange
rate intervention, will offset and may be partly responsible
for any current account imbalance,

We generally agree with the recommended Treasury/Commerce measures outlined
in the memorandum. We support Treasury in their view that intensified
export promotion measures, especially Export-Import Bank lending, would

be of very limited effectiveness in supporting a constructive balance of
payments approach.

We are concerned about one point -- Stu's recommendation that special
measures be taken with countries such as Brazil, Korea, Mexico and Taiwan.
These countries were only recently or still are under major balance of
payments pressure, which some believe to constitute a serious threat to
the international monetary system, The actions they are taking to correct
their own trade imbalances and to earn sufficient foreign exchange to pay
off heavy short-term debt are mostly necessary to restore stability to
their external accounts. The U.S. should avoid measures which might
disrupt those countries' short-term efforts to pull themselves up by

the bootstraps.

OMB believes that the trade balance issue is sufficiently complex and
important that before the President orders any significant action
affecting the trade balance, he should have a full briefing by his
economic advisors and the heads of the departments concerned.
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